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INDIVIDUAL INCOME TAX— 


Structure and Coverage 


INCE PASSAGE the 16th amendment 
the Constitution 1913, the individual in- 
come tax has become the cornerstone the 
Federal revenue system. During the last 
years, annual collections have increased more 
than fiftyfold, and last year amounted over 
$40 billion, about half all Federal revenues. 
Chart depicts this growth individual in- 
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SOURCE: Derived from data Survey Current Business and 
National Income Supplement, 1954. 
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come tax receipts from 1929 1960, both 
absolute amounts and percentage total 
personal income carried the National 
Income Accounts. 

the chart shows, the growth income tax 
collections occurred mainly during and after 
World War II. Prior the war the tax had 
been primarily “rich man’s levy,” but the 
national defense buildup necessitated major 
changes designed extend the coverage and 
raise the yield the tax. 

Today’s individual income tax the prod- 
uct manifold pressures arising 
sistent requirements for more Federal revenues, 
rival philosophies tax equity, fears imping- 
ing economic incentives, and the many cir- 
cumstances that have given rise special tax 
treatment certain kinds income and ex- 
penses. 

Since the Nation’s experience with broadly 
based income tax confined the last quarter 
century, not surprising that many imper- 
fections remain its operation. Particularly 
the last years, there has been strong 
support for major overhaul the tax. The 
problem has received attention from Congress, 
from students taxation, and from various 
private organizations. This article sets forth 
certain basic facts about the Federal individual 
income tax that will serve background for 
subsequent articles dealing with some major 
suggestions for changes the tax and with 
some the difficulties inherent making 
changes established tax system. 
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Individual Income Tax 


EQUITY, INCENTIVES, AND THE 
INCOME TAX 


Because the Nation’s revenue requirements 
basis which strikes most people being rea- 
sonably fair. the feasible bases for tax, 
income generally thought the most 
appropriate and equitable. The routes people 
travel reaching this view differ markedly, but 
two philosophies income taxation stand out. 
The first that people should taxed 
accordance with their ability carry the bur- 
den and that income the best measure 
this ability. 

second view that democratic society 
cannot survive the face extreme inequality 
economic power and that taxation income 
provides the most useful method for reducing 
inequality economic power. Interestingly 
enough, this view associated closely with the 
thinking certain economists who strongly 
support the principle faire, most no- 
tably the late Henry Simons the University 
Chicago. Simons contended that freedom 
individual action choice can exist only 
environment which power diffused 
politically, through equal rights under the law 
and equal distribution voting power, and 
economically, through highly competitive mar- 
kets and reasonably uniform distribution 
income and wealth. 

Either these views support income 
taxation logically implies that income taxes 
should progressive, i.e., that the percentage 
tax should rise income rises. fact, when 
pressed their logical extremes, both notions 
would seem imply that taxes should con- 
fiscatory for incomes higher than the average 
and that subaverage incomes should sub- 
sidized. 

Here emerges second major element the 
tug-of-war that has shaped income tax philoso- 
phy the United States. market-oriented 
economy, prices, wages, and profits have the 


function guiding productive efforts into their 
most useful channels. shortage engineers 
will indicated rise their salaries, 
which should attract more people into the pro- 
fession. too many corner 
grocery stores will produce losses entrepre- 
neurs that field, encouraging them move 
their personal efforts and capital into more 
useful pursuits. 

progressive income tax dampens such 
signals from the market. the extreme case, 
tax-subsidy scheme that guaranteed everyone 
the average income and allowed one 
keep more than the average would entirely 
destroy economic incentives work in- 
vest capital goods. Short drastic propa- 
ganda efforts government dictation, either 
which would repugnant those who believe 
free markets, the economy would lose its 
sense direction and would collapse. 

The value the free market system lies 
largely the fact that allows people make 
their own decisions, but encourages decisions 
produce the things valued most highly the 
market. Advocates progressive income tax- 
ation not deny that there conflict be- 
tween equalitarianism and the incentive system 
that supposed guide free economy, and 
nearly all them conclude that the progression 
rates can carried too far. Clearly the 
consensus this country that some progres- 
sion tax rates worthwhile, but that some 
inequality aftertax income likewise desir- 
able. cannot emphasized too strongly that 
the final decision concerning the appropriate 
degree progression the income tax rests 
value judgments, not scientific consider- 
ations. 

The pressures these opposing lines 
thought have had much with the develop- 
ment income taxation this country. 
addition these basic considerations, course, 
are the various pressures exerted for special 
tax treatment some kinds income and ex- 
penditures, the basis that leads more 
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Chart 
MARGINAL AND EFFECTIVE TAX RATES, VARIOUS INCOME LEVELS 
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equitable definition taxable income, or, 
some socially desirable spend- 
ing patterns. The interplay all these forces 
has led the tax whose major features are 
considered this article. 


RATE PROGRESSION UNDER THE 
INCOME TAX 


One the most notable features the 
Federal income tax individuals the steep- 
ness the structure progressive rates ap- 
plied taxable incomes. The top black line 
Chart shows the rates applicable taxable 
income, for single persons, graduated according 
brackets. The taxpayer’s total tax found 
applying the appropriate rate the portion 
taxable income that falls into each bracket. 
Thus, single taxpayer with $5,000 taxable in- 
come would pay $400 tax the first $2,000, 
$440 tax the second $2,000, and $260 tax 
the remaining $1,000. The bracket, 
“marginal” rate, faces per cent. 

Under the Internal Revenue Code 1954, 
married couples filing joint returns are allowed 
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split their total incomes evenly between them 
for tax purposes. The tax due one half 
their joint taxable income figured using 
the rates applied incomes single persons, 
and the couple’s total tax liability twice that 
amount. The income-splitting privilege results 
doubling the width the tax brackets 
applicable joint incomes married couples 
and lessens the steepness progression com- 
pared with that for single person. The rates 
for each bracket taxable income married 
couples are shown the top colored line 
Chart couple with $5,000 taxable income 
pays $800 the first $4,000 and $220 the 
remaining $1,000. The couple’s total tax liabil- 
ity $1,020—$80 less than the tax single 
person with the same taxable income—and the 
couple faces marginal rate only per 
cent. 

The top marginal rate per cent 
applicable taxable income excess 
$200,000 for single persons and taxable 
income excess $400,000 for married 
couples filing jointly. 
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Because only the portion taxable income 
falling into any particular tax bracket taxed 
that bracket’s rates, the average, “effec- 
tive,” rate falls below the marginal rate for all 
but the first bracket. The broken lines Chart 
show effective rates taxable income. The 
single taxpayer with $5,000 taxable income 
pays $1,100 taxes, representing effective 
rate per cent. The married couple’s 
$1,020 tax comes only 20.4 per cent 
taxable income. The Internal Revenue Code 
provides that case shall the effective rate 
exceed per cent. 

The steepness the rate structure assures 
strong equalizing effect taxable incomes. 
Chart shows the division between taxes and 
aftertax income for various levels taxable 
income for married couples. least beyond 
the $100,000 level the bite taxes into income 
would seem sufficient satisfy all but the 
strongest equalitarians. 

Although some people feel that the high rate 
progression provides means “soaking the 
rich,” the fact that relatively little taxable 
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income falls into the higher brackets. 1960, 
for example, only $14.2 billion taxable in- 
come—less than per cent the total—fell 
into brackets taxed rates higher than per 
cent. Only $5.4 billion, less than per cent 
total taxable income, was taxed marginal 
rates higher than per cent. 

The concentration taxable incomes low- 
rate brackets means that very little tax revenue 
can actually attributed the imposition 
high marginal rates. Chart shows what tax 
revenues would have been calendar year 
1960, had the upward progression marginal 
rates been terminated beyond any given level. 
Actual taxes for that year were $42.7 billion. 
Had progression been stopped the per 
cent marginal rate, collections would have been 
slightly over $42 billion, that the revenue 
gain from progression beyond the per cent 
marginal rate was less than billion. pro- 
gression had been halted the per cent 
rate, $2.75 billion tax revenues would have 
been lost. the most extreme case, the first 
bracket rate per cent had been applied 
all taxable income, with higher marginal 
rates, $6.1 billion revenue would have been 
lost. Thus, only about per cent total 
revenues under the individual income tax were 
due progression above the basic per cent 
first-bracket rate, while less than per cent 
total taxes traced progression beyond the 
per cent rate, and less than per cent the 
total came from the application marginal 
rates excess per cent. 


WORK, LEISURE, AND TAX RATES 


Nonetheless, the steepness the rate struc- 
ture not fiction those who face it. Even the 
per cent first-bracket rate may impart 
income tax considerations important bearing 
economic decisions. the marginal rate 
increases per cent the top bracket, 
the tax implications choosing among various 
economic alternatives may turn out domi- 
nate decision making. 
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Chart 
ESTIMATES TOTAL REVENUE 
FOR VARIOUS MAXIMUM MARGINAL TAX 
RATES, 1960 
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NOTE: Derived from table in Federal Tax Reform by Dan Throop 
Smith (New York, 1961) p. 315. Excludes revenues from alter- 
native tax long-term capital gains and before deduction 
effect of 87 per cent limitation of effective rate, which amounted 
to $3 million, and of dividends received credit and retirement in- 
come credit, which together amounted to $428 million. The figures 
on which the chart is based assume that the amount and dis- 
tribution of taxable income would be the same with lower maxi- 
mum rates as they were under the 91 per cent maximum. 


The influence that the individual income tax 
may have economic decisions depends large- 
the extent which people can find ways 
avoid the tax. Perhaps the most obvious 
way avoid income tax work less. 
the work-leisure choice viewed one 
between desirable alternatives, taxation the 
net income from working, say per cent, 
considerably diminishes the attractiveness 
work relative leisure. person who works 
solely for money, high marginal rate in- 
come taxation may extremely discouraging. 

Tax analysts are careful point out, how- 
ever, that the discouragement effort provided 
high marginal rates may partly totally 
offset the taxpayer’s tendency work hard- 
make for income lost through taxation. 
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For this reason, cannot asserted cate- 
gorically that income taxation leads people 
work less. Nevertheless, useful propositions 
about the effects income taxation the 
supply labor services still can made. 

Given the total tax person’s income, 
will have less inducement earn more the 
higher the marginal rate faces. Thus, 
for example, person who would work enough 
earn $40,000 year without income taxa- 
tion might work even more were taxed 
$8,000 his $40,000 earnings flat 
rate tax per cent his total in- 
come. this case, the inducement provided 
the reduction his aftertax income 
$32,000 offsets the discouraging effect the 
per cent reduction the reward from fur- 
ther work. But were faced with tax 
$8,000 $40,000 income through the ap- 
plication tax that took nothing all from 
his first $30,000 income, but absorbed per 
cent any further earnings, might cut 
back his efforts earn money, and would 
perhaps even content stop working when 
his income reached $30,000. 


LARGE AMOUNTS INCOME NOT 
SUBJECT TAX 

This line reasoning used support the 
view that the income tax should broadly 
based, i.e., that the definition taxable income 
should one that allows little income 
escape the tax. this way, argued, 
marginal rates can kept below excessive 
levels. Critics the present income tax often 
note that less than half what commonly 
defined personal income actually subjected 
the tax. 1959, for example, total per- 
sonal income, excluding capital gains and 
losses, amounted over $380 billion. Total tax- 
able income other than capital gains income 
amounted only $161 billion. Thus, the 
amount personal income that not subject 
taxation for one reason another greatly 
exceeds the amount that taxed. Although in- 
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come tax collections represented about per 
cent taxable income, they came less than 
per cent total personal income. 

The $220 billion difference between personal 
income and taxable income has been subjected 
considerable scrutiny recent analyses 
the individual income tax. Income that escapes 
taxation can divided into three broad cate- 
gories. First, certain kinds income recog- 
nized the compilation National Income 
estimates, such the rental value owner- 
occupied houses, are not reportable income for 
tax purposes under the Federal income tax laws. 
Such income amounted about $50 billion 
1959. Second, large amounts reportable in- 
come are excluded from taxable income the 
application personal exemptions and deduc- 
tions, such those for extraordinary medical 
expenses. These accounted for about $140 bil- 
lion the difference between total personal 
income and taxable income individuals. 


the remaining difference, which includes statis- 
tical discrepancy, about $10 billion estimated 
reportable income not accounted for 
tax returns. 

Many authorities have recommended that the 
major emphasis any revision the income 
tax should bring large portions this 
untaxed income the tax base, 
make possible significant reduction the 
schedule tax rates without loss Federal 
revenues. 

Some who study taxes have suggested that the 
tax base could broadened sufficiently allow 
across-the-board cut marginal rates two 
thirds their present levels. Such step would 
constitute sweeping change the present in- 
dividual income tax, and many arguments have 
been presented for maintaining the status quo 
almost every specific case. Next month, the 
Monthly Review will discuss some major pro- 
posals for broadening the tax base. 
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NEW FARM 


OVERNMENT programs are deeply en- 
trenched part agriculture the United 
States. review economic history reveals 
that programs direct interest agriculture 
can traced back the colonial period. Pro- 
grams and policies, although experiencing con- 
siderable vacillation, have changed with the 
growth and development the Nation. 
Today, farm programs influence many ele- 
ments economic and social life such 
prices, incomes, allocation resources, eco- 
nomic growth, relationships with other nations, 
and the rights and freedoms individuals. Be- 
cause the complex interrelationships be- 
tween the agricultural and nonagricultural sec- 
tors the economy, all phases society are 
influenced. this article, major provisions 
the Agricultural Act 1961 will described 
briefly and effort will made evaluate 
some economic aspects current farm legisla- 
tion. 


THE AGRICULTURAL ACT 1961 


The specified objectives the Agricultural 
Act 1961 are, “To improve and protect farm 
prices and farm income, farmer 
participation the development farm pro- 
grams, adjust supplies agricultural com- 
modities line with the requirements there- 
fore, improve distribution and expand ex- 
ports agricultural commodities, liberalize 
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and extend farm credit services, protect the 
interest consumers, and for other purposes.” 
The methods used effort ac- 
complish these objectives are contained four 
major Titles which compose the Law, except 
for statement “Declaration Policy.” 

Title provides for consultation agricul- 
tural programs, 1962 wheat program, 1962 
feed grain program, marketing orders, and ex- 
tension the National Wool Act 1954. 
Major economic concepts are not involved 
the provision for consultation agricultural 
programs. Such concepts, however, are in- 
volved the wheat and feed grain programs 
for 1962, both which are patterned after the 
special feed grain program for 1961. 

the wheat program, the minimum na- 
tional average price support for the 1962 crop 
has been set per bushel for cooperating 
producers. The program requires mandatory 
reduction per cent acreage allotments 
established the basis the present mil- 
lion acre national allotment. Provision also 
made for additional per cent volun- 
tary reduction. Farmers must comply with the 
mandatory reduction order eligible for 
price supports and avoid marketing quota 
penalties. Conservation payments are 
made producers for these acreage reductions. 
These payments are equal per cent the 
county support rate times the adjusted yield per 
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acre for the farm the per cent manda- 
tory reduction. For the voluntary reduction, the 
payments are equal per cent the 
county support rate times the adjusted yield per 
acre. Marketing quota penalties for exceeding 
the allotment also have been changed. Gen- 
erally, they have been made substantially more 
severe. Numerous other detailed provisions are 
included that specify such items methods 
used, when marketing quotas are not 
applicable, and who eligible vote the 
referendum. 

The major provisions the 1962 feed grain 
program are similar those contained the 
wheat program. However, there are some dif- 
ferences. order eligible for price sup- 
ports normal yields (1959-60 averages), 
producers corn, grain sorghum, and barley 
must participate the special agricultural con- 
servation programs for these crops. Although 
this provision similar the wheat program, 
differs that wheat producers who comply 
with the program are eligible for price support 
actual 1962 yields, while feed grain pro- 
ducers are eligible only normal yields. 
Payment rates for the feed grain land diverted 
the special conservation program also vary 
somewhat from those under the wheat program. 
For the first per cent reduction from the 
1959-60 average acreage devoted corn and 
grain sorghum barley, which mandatory 
eligible for price supports, payment rates 
are based per cent the normal 
production times the county support rate. For 
additional per cent reduction, pay- 
ment rates are based per cent 
normal production times the county support 
rate. the case the wheat program, 
numerous other detailed provisions 
cluded which elaborate instructions and 
specify methods used. 

Other provisions contained Title provide 
for: (1) granting the Secretary Agriculture 
power continue marketing orders for any 
agricultural commodity under 


cumstances; (2) penalties case person ex- 
ceeds the quota allotment fixed for him; 
(3) producer processor referendum; (4) 
prohibition imports under certain conditions; 
(5) extension the National Wool Act 
1954 until 1966. 

Title the Agricultural Act 1961 ex- 
tends the Agricultural Trade Development and 
Assistance Act 1954 until 1964 and makes 
various minor amendments this Act. This 
Title states that, “Agreements shall not en- 
tered into under this title during the period be- 
ginning January 1962, and ending December 
31, 1964, which call for appropriations re- 
imburse the Commodity Credit Corporation 
total amount excess $4,500,000,000: 
Provided, that agreements shall not entered 
into during any calendar year such period 
which will call for appropriations reimburse 
Commodity Credit Corporation amounts 
excess The major eco- 
nomic consideration involved under Title 
the continuation the Agricultural Trade De- 
velopment and Assistance Act 1954 
relatively large scale. 

Title the statutory authority the 
Secretary Agriculture for making and in- 
suring loans farmers and ranchers revised 
and consolidated. Generally, the conditions 
under which Farmers Home Administration 
loans can made insured are liberalized. 
However, real-estate loans are restricted 
individuals who (1) are citizens the 
United States, (2) have farm background and 
sufficient training assure reasonable pros- 
pects success the proposed farming opera- 
tion, (3) are will become owner-operators 
units not larger than family farms, and (4) 
are unable obtain sufficient credit elsewhere 
finance their actual needs reasonable rates 
and terms. The purposes for which Farmers 


1The term “agreements” refers sales surplus 
commodities for foreign currencies, and “under this 
title” refers the specific title contained Public 
Law 480 which was passed 1954. 


Home Administration loans can made also 
are liberalized. 

Real-estate loans under Title III can now 
made individual long his total debt 
does not exceed $60,000. The Secretary 
authorized make insure loans certain 
types associations for specified purposes. 
also authorized establish yields in- 
sured loans rates to, but not excess of, 
per cent. Investors can exercise their option 
sell these loans back the Government after 
holding them for years. Operating loans can 
amount $35,000. Small loans for farm real- 
estate improvement can made using per- 
sonal property security. Provision also 
made for making emergency loans indi- 
viduals without having the area designated 
emergency area. Numerous other provisions 
pertaining content, methodology, administra- 
tion, and definition are the legislation. 

Title general nature and provides 
primarily for extensions the period time 
during which the Secretary may carry out cer- 
tain types farm programs. amends Section 
the Soil Conservation and Domestic Al- 
lotment Act extend December 31, 
1971, the period time during which the Sec- 
retary may enter into and carry out specified 
kinds contracts with farmers and ranchers 
certain counties the Great Plains area. 
Appropriations also are authorized for 
year continuation the program encourage 
consumption milk children, commencing 
with the fiscal year beginning July 1962. 
Finally, Section 202 the Agricultural Act 
1949, amended, which provides for increas- 
ing the utilization dairy products and for the 
Commodity Credit Corporation support 
dairy product prices, extended until Decem- 
ber 31, 1964. 


ECONOMIC ASPECTS 


The major concepts included the new 
legislation (price supports, production controls, 
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consumption expansion, and credit availability 
all have been embodied previous legislation 
one form another, but despite these efforts 
farm problems continue prevail. major 
reason for this the fact that many complex 
interrelationships exist both within agriculture 
and between the farm and nonfarm sectors 
the economy. The agricultural industry be- 
coming highly integrated part general eco- 
nomic activity. Efforts solve one part the 
farm problem frequently cause complications 
other phases the agricultural and nonagri- 
cultural economies. Furthermore, political and 
social considerations, well economic con- 
siderations, are involved farm programs. 
Frequently, these considerations may in- 
compatible with one another. 

Under such conditions, value judgments be- 
come important and invariably views conflict 
the best approach for solving problem 
when such judgments are involved. review 
the footnotes statement Lauren Soth 
Farm Policy for the Sixties, which was re- 
cently released the National Planning As- 
sociation, illustrates the point. The members 
the Agricultural Committee the Association 
who reviewed the study and are quoted the 
footnotes have varying viewpoints because 
differences philosophies, interpretations, and 
emphasis. These differences make most es- 
sential that the economic issues involved 
generally understood, even though they may 
conflict. 

Price Supports 

Many the farm programs recent years 
have placed considerable emphasis the use 
price supports. This emphasis continued 
the Agricultural Act 1961. empirical 
analysis price support programs indicates 
that the relative stability commodity prices 
can increased substantially effective use 
such supports. the other hand, such 
analysis also provides convincing evidence that 
effective support programs involve considerable 
costs both terms money and loss free- 


Economic Aspects 


dom make personal decisions. Such pro- 
grams also result different allocation in- 
come than would otherwise exist and require 
much effort administer. The real issue in- 
volved whether the advantages are worth the 
costs and efforts involved. The answer, 
course, depends large extent upon value 
judgments. 

reasonable degree price stability ad- 
vantageous particularly for basic commodity 
such food. Such stability enables farmers 
plan their production programs more 
realistic basis. proper level price sup- 
ports provided, consumers are assured 
adequate supplies food reasonable prices. 
Furthermore, depending the method used 
for supporting prices, farmers may en- 
couraged adopt the most efficient techniques. 
the extent that farmers can utilize their re- 
sources most effectively under price support 
program providing for stability prices, they 
can more effectively develop farm plans for 
earning maximum income. 

major problem the use price sup- 
ports has been that they tend stimulate pro- 
duction and discourage consumption they are 
high enough effective. Thus, has been 
necessary use production controls and 
provide subsidies for expanding consumption 
both the domestic and world markets. Legisla- 
tion providing for acreage allotments, market- 
ing quotas, and diverted acres are examples 
attempts restrict farm output, despite the in- 
ducements expand production that are pro- 
vided the relatively high levels price sup- 
ports. The Agricultural Trade Development 
and Assistance Act 1954, the major provi- 
sions which are extended Title the 
Agricultural Act 1961, and the International 
Wheat Agreement are examples legislation 
passed for the purpose maintaining and ex- 
panding exports. Storage programs also have 
been effective device for maintaining sta- 
bility the prices certain farm commodities 
recent years. Numerous other examples 


could cited illustrating the many kinds 
legislation needed offset the unbalancing 
effects price support programs. The im- 
portant consideration realize that both 
personal and monetary costs are involved 
efforts achieve the desirable features pro- 
vided effective price supports. 

Production Controls 

One the major problems attempting 
restrict agricultural output that the effects 
adopting new techniques farming have more 
than offset those programs for restricting 
production. fully comprehend this develop- 
ment, necessary remember that farm 
products can produced using varying 
combinations resources. Within relatively 
broad limits, producer can substitute land, 
labor, capital for each other the produc- 
tive process. use one these factors 
restricted legislation, but restrictions are 
imposed upon the other factors, total output 
can actually increased within rather broad 
limits despite the restriction. 

recent years, mosi efforts restrict farm 
production legislation have been directed 
toward limiting the amount land that could 
used for producing certain agricultural prod- 
ucts. During this same period, the techniques 
that have been adopted farmers frequently 
have been those which certain items capi- 
tal were substituted for land the production 
process. The use more fertilizer, better vari- 
eties, hybrids, and more irrigation have enabled 
farmers increase yields per acre enough 
more than offset the effects legislation that 
has removed land from production. 

the extent that these programs have 
caused farmers accept desirable innovations 
more rapid pace than they otherwise would 
have, the programs have brought about in- 
creased efficiency the agricultural industry. 
Although not possible determine what 
extent these programs were responsible for more 
rapid adoption these new techniques farm- 
ers, certainly seems feasible assume that 


they provided strong incentive. fact that 
output per unit man-labor agriculture has 
been increasing substantially more rapid 
rate during the past years than has output 
per unit man-labor for the economy 
whole. During this same period, the amount 
land needed produce given unit crop 
output has declined approximately one half. 
These are significant achievements measured 
from the viewpoint economic growth and 
efficiency. 

the other hand, these achievements have 
not been attained without creating difficult 
problems. Because immobility both labor 
and land resources agriculture, they frequent- 
are underused. Thus, incomes many farm- 
ers are relatively low. Government payments 
for keeping land resources out production 
have been relatively high. Acreage allotments 
and marketing quotas have become valuable 
rights and, many instances, have been capi- 
talized into farmland values. addition 
these factors, farmers have forfeited some 
their decision making. These and many other 
factors must considered carefully any ef- 
fort evaluate the economic aspects this 
phase the Agricultural Act 1961. 
Consumption Expansion 

Throughout much the period since World 
War II, price supports have maintained prices 
many agricultural products higher levels 
than would have prevailed the domestic 
market and levels above world market prices. 
Such supports tend discourage consumption 
the domestic market and make difficult 
export farm products, unless measures are 
taken alleviate the disparity that exists. 

the price commodity reduced, con- 
sumers tend use more the product. For 
some commodities, consumers increase the 
quantity used the price decreased, 
more rapid rate than price reduced. Demand 
for such commodities classified being elas- 
tic. For other commodities, however, the 
price decreased, consumers increase the 
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quantity used less rapid rate than price 
reduced. Demand for such commodities 
classified being inelastic. Domestic demand 
for agricultural products whole quite in- 
elastic. Thus, relatively small increase out- 
put results substantial decline price 
assumed that demand remains constant. 
Consumption does not expand rapid 
rate prices decline. 

This inelasticity demand the reason 
difficult expand domestic consumption 
agricultural products the aggregate re- 
ducing prices. Despite this difficulty, consider- 
able effort has been made expand domestic 
consumption legislation. The authorization 
for continuation the programs encourage 
consumption milk children and for in- 
creasing the utilization dairy products pro- 
vided for the Agricultural Act 1961 are 
examples such legislation. Although pro- 
grams such these also serve useful purposes 
other than economic, they have not resulted 
substantial increase domestic consump- 
tion farm products. 

Another method suggested for expanding do- 
mestic utilization farm products de- 
velop new uses for these products through re- 
search. Although farm products can used 
widely basic resources for producing many 
goods and services, there frequently are other 
resources available that can used more effi- 
ciently. Thus, efforts expand domestic utili- 
zation this method have not proven too suc- 
cessful date. 

Problems also are involved attempts 
maintain and expand export outlets for farm 
products. When domestic prices are above 
world market prices, necessary devise 
methods whereby imports can restricted 
prohibited and export prices can brought 
into line with world prices. Numerous methods 
have been suggested and attempted for ac- 
complishing these objectives. cannot de- 
nied that large quantities farm products 
could used alleviate hunger and suffering 
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such areas Asia, Latin America, and 
Africa. The problem present that there 
little effective demand because these nations 
not have the necessary dollar-purchasing 
power buy farm products from the United 
States. The Agricultural Trade Development 
and Assistance Act—known Public Law 480 
possible for these nations ac- 
quire agricultural products from the United 
States. their economies can developed 
legislation this type they can earn dollars, 
effective demands may eventually created. 

should pointed out, however, that pro- 
grams this type also frequently result 
entire battery problems. Tastes change 
slowly and difficult overcome such fac- 
tors custom, tradition, political considera- 
tions, and conflicting foreign policy goals. Rela- 
tively low prices and exports under Public Law 
480 sometimes disturb politically friendly com- 
petitors. Many the underdeveloped nations 
have strong nationalistic feelings and make in- 
tensive efforts become selfsufficient food 
production. These problems are not pointed out 
for the purpose discouraging continued ef- 
forts expand foreign outlets for farm prod- 
ucts but, instead, emphasize that programs 
this type generally need long-term 
nature and that achievements usually are not 
attained without difficulties. 

Credit Availability 

recent years, decreasing number 
farmers have been using substantially in- 
creasing quantity capital. Despite this trend, 
most farm units are still relatively small. Fur- 
thermore, these units are widely scattered geo- 
graphically because the large requirements 
for land the industry. Because these and 
other characteristics, farmers have credit prob- 
lems that are unique. 

The wide geographical distribution farms 
and their relatively small size make difficult 
for farmers have access capital markets. 
The financial institutions serving farmers must 
make and service relatively small loans that are 


widely distributed geographically. Many the 
financial institutions serving farmers are rela- 
tively small and most their business 
limited area. Since agriculture—particularly 
given area—is highly variable business, 
these financial institutions frequently are con- 
fronted with special problems. For example, 
natural disasters severe economic conditions 
local area may place financial institutions 
agriculture properly. Furthermore, the trends 
occurring the industry have created problems 
that make extremely difficult finance cer- 
tain groups farmers. Because problems 
such these, special legislation pertaining 
farm credit has been common the United 
States for many years. 

Much this legislation has been beneficial 
enabling financial institutions better 
job financing the agricultural industry. 
has been instrumental making funds avail- 
able areas that have suffered because tem- 
porary natural economic disorders. this 
respect, such legislation has helped stabilize 
the agricultural industry, and has enabled many 
good farm managers, who otherwise would not 
have been able so, enter remain 
farming. This has been true legislation that 
has provided for emergency well non- 
emergency farm credit. 

However, problems economic nature 
also arise credit made more easily avail- 
able through special legislation. was pointed 
out previously, considerable quantity un- 
deremployed resources currently exists the 
agricultural industry. Under certain conditions, 
special credit legislation may influence 
retaining underemployed resources the agri- 
cultural industry, and thereby add the sur- 
plus problem, without yielding satisfactory re- 
turns these underemployed resources. 

From economic viewpoint, two general 
problems must considered insofar the use 
capital agriculture concerned. First, 
necessary determine whether the industry 
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able attract adequate aggregate amount 
capital, and undoubtedly there have been 
times when was not able because 
the unique characteristics farming. Under 
such conditions, too much labor tends em- 
ployed relation capital and the returns 
labor are low. Second, consideration must 
given the allocation the capital used within 
the industry. recent years, the question has 
been raised whether the agricultural credit 
problem may not primarily allocative rather 
than aggregative nature. Efficient commer- 
cial farms tend use capital quite effectively 
and these farms not appear have 
unusual difficulties acquiring credit. large 
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proportion the agricultural segment the 
U.S. economy appears well capitalized. 

the extent that legislation beneficial 
properly allocating capital between the farm 
and nonfarm segments the economy and 
within agriculture, economic growth can 
promoted. the other hand, legislation re- 
tains surplus resources the industry without 
yielding satisfactory returns these resources, 
economic growth retarded. The ideal eco- 
nomic objective would create en- 
vironment which would attract and allocate 
capital such way that the total stock 
capital the economy would used most 
effectively. 
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Consumer Price 
Wholesale Price 
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Country 
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District 
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States 

TENTH DISTRICT BUSINESS 


District Check Department 
and Principal Payments Store Sales 
Metropolitan Percentage from 
Tenth F.R.Dist. 


Areas 


Colorado 
Missouri* Denver 
Wichita 
Nebraska 
Kansas City 
New Mexico 
City 
Wyoming Tulsa 
*Tenth District portion only. reserve cities this 
than 0.5 per cent. 


TOTAL 

Member 241 

| | uly | Aug. § July | Aug. Ejuly jAug. july [Aug. 

ca 


